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To Our Shareholders and Friends......

On behalf of the Board of Directors and Officers of the Corporation, I am pleased to report that for 2003 we
continued to Advance our Company to a higher level. Managing in these difficult economic times, to say the
least, was extremely challenging. Deposit rates were the lowest we have seen in the last fifty years of banking.
Despite these difficult rate structures, we managed to grow our deposit base by 55.85%. Deposits increased to
$272.8 million at June 30, 2003 from $175.1 million at June 30, 2002. This increase includes deposits of $88.7
million acquired in a branch purchase and assumption of deposits of two Jefferson County branches of the
Second National Bank of Warren, Ohio. We also continued to show our strength in the communities we serve.
Loan growth was not only a record for fiscal year 2003, it was phenomenal. Our banking subsidiary, Advance
Financial Savings Bank, originated a total of 4,141 loans for $180.7 million. This resulted in a net growth of
$57.1 million or 33.17%. Total loans were $229.2 million at June 30, 2003 as compared to $172.1 million at
June 30, 2002. At June 30, 2003 total assets increased $107.6 million, or 50.21%, to $321.9 million from
$214.3 million at June 30, 2002.

Company earnings continued to remain strong. For 2003, earnings per share remained relatively the same at
$2.11. This compares with earnings per share of $2.12 for 2002. This was accomplished despite the increase in
expense related to a de novo branch and the deposit
assumption. Return on equity increased to 9.86% at
June 30, 2003 from 9.69% at June 30, 2002 and book
value per share increased 10.2% to $21.55 per share
at June 20, 2003 from $19.55 per share at June 30,
2002. Our stock price increased 31.88% for fiscal
year 2003.

T

The completion in February 2003 of the branch
purchase and assumption of deposits of the Jefferson
County, Ohio branches of Second National Bank of
Warren, Chio was a very positive addition to
Advance. The assets acquired included two branch
locations in Steubenville, Ohio. One was a leased
facility in downtown Steubenville that was closed on
June 30, 2003 and the depesits transferred to our new
de novo facility in Hollywood Shopping Center that
was completed in September 2002 and located just
1.1 miles away on Dunbar Ave. The other full service
branch located in the west end of Steubenville will
remain open. With the addition of these two new
branch locations we have significantly expanded our
presence in the communities we serve. We now oper-
ate seven full service branch offices in West Virginia




and Chio. To complement and deliver the quality service our customers expect, we added twenty-four new
employees to our staff in fiscal year 2003.

To enhance our presence in our primary market area and also expand our access throughout the communities

we serve, we added “internet banking” to our long line of products and services. Our customers now have the
ability to access their account information and balances at anytime or anywhere. They can also pay their bills
or transfer funds between accounts. We also now provide loan services and cash management via the internet.
Our commitment to quality service and products remains a high priority.

In summary, 2003 has proven to be a successful year for the Company and its shareholders. We not only
completed a successful branch purchase and assumption of deposits, we added a de novo branch, internet bank-
ing, twenty-four employees and also increased dividends by 25% in the fourth quarter of 2003. This all adds up
to our continuous effort in providing quality community banking services and enhancing shareholder values.

I acknowledge the continued support and direction of the Board of Directors, the focus and dedication of our
Senior Management team and the officers and staff who continue to support the vision of ADVANCE through
quality service to our customers and shareholders.

The challenges of the current economy and interest rate environment will be met with our continuous commit-
ment to achieve a new level of excellence. We remain committed to provide the best in community banking
services and enhancing shareholder value.

Stephen M. Gagliardi
President & CEO
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ADVANCE FINANCIAL BANCORP

Corporate Profile

Advance Financial Bancorp (the “Company”) is a Delaware corporation organized in September 1996 at the direction of Advance Financial
Savings Bank (the “Bank”) to acquire all of the capital stock that the Bank issued in its conversion from a mutual to a stock form of ownership (the
“Conversion”). On December 31, 1996, the Bank completed the Conversion and became a wholly owned subsidiary of the Company. The Company
is a unitary savings and loan holding company which, under existing laws, generally is not restricted in the types of business activities in which it
may engage provided that the Bank retains a specified amount of its assets in housing-related investments. The Company conducts no significant
business or operations of its ownother than holding all the outstanding stock of the Bank and investing the Company’s portion of the net proceeds

obtained in.the Conversion.

The Bank chartered in 1935 under the name Advance Federal Savings and Loan Association of West Virginia, is a federally chartered stock
savings bank headquartered in Wellsburg, West Virginiye/Bﬁk is subject to examination and comprehensive regulation by the Office of Thrift
Supervision.. The Bank is a member of and owns stock’in the Federal-Home Loan Bank (“FHLB”) of Pittsburgh, which is one of the 12 regional
banks in the FHLB System.

The Bank operates a traditional savings bank business, attracting deposit accounts from the general public and using those deposits, together with
other funds, primarily to originate and invest in loans secured by one to four family residential real estate, non-residential real estate, commercial
loans and consumer automobile loans. To a lesser extent, the Bank also originates multi-family real estate loans and other consumer loans.

Stock Market Information

The Company’s common stock has been traded on the NASDAQ SmallCap Market under the trading symbol of “AFBC” since it commenced
trading in January 1997. The following table reflects high and low bid quotations as published by NASDAQ. The quotations reflect inter-dealer
prices, without retail mark-up, mark-down, or commission, and may not represent actual transactions.

Dividends
Date High Low Declared ($)
July 1, 2001 to September 30, 2001 14.00 11.80 .10
October 1, 2001 to December 31, 2001 13.95 12.80 12
January 1, 2002 to March 31, 2002 16.60 13.50 12
April 1, 2002 to June 30, 2002 18.00 15.96 12
July 1, 2002 to September 30, 2002 18.70 16.70 12
October 1, 2002 to December 31, 2002 18.89 17.51 12
January 1, 2003 to March 31, 2003 21.32 19.04 12

April 1, 2003 to June 30, 2003 23.90 21.25 15

The number of stockholders of record of common stock as of the record date of September 3, 2003, was approximately 427. This does not reflect
the number of persons or entities who held stock in nominee or “street” name through various brokerage firms. At September 3, 2003, there were
932,285 shares outstanding. The Company’s ability to pay dividends to stockholders is dependent upon the dividends it receives from the Bank. The
Bank may not declare or pay a cash dividend on any of its stock if the effect thereof would cause the Bank’s regulatory capital to be reduced below
(1) the amount required for the liquidation account established in connection with the conversion, or (2) the regulatory capital requirements imposed
by the OTS.

Selected Financial Ratios and Other Data

For the Years Ended

June 30
2003 % 2002 %

Return on average assets

(net income divided by average total assets) .72 .86
Return on average equity

(net income divided by average equity) 9.86 9.69
Average equity to average assets ratio

(average equity divided by average assets) 7.30 8.85
Equity to assets at period end 6.24 8.50
Net interest spread 2.93 3.07
Dividend payout ratio 24.05 21.68
Net yield on average interest-earning assets 3.14 3.45
Non-performing loans to total assets .96 .94
Non-performing loans to total loans 1.30 1.14
Allowance for loan losses to non-performing assets 28.02 36.23




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The Private Securities Litigation Reform Act of 1995 contains safe harbor provisions regarding forward-looking
statements. When used in this discussion, the words “believes”, “anticipates”, “contemplates”, “expects”, and similar
expressions are intended to identify forward-looking statements. Such statements are subject to certain risks and
uncertainties, which could cause actual results to differ materially from those projected. Those risks and uncertainties
include changes in interest rates, risks associated with the ability to control costs and expenses, and general economic

conditions.

The Company conducts no significant business or operations of its own other than holding all of the outstanding stock
of the Advance Financial Savings Bank (the "Bank”). As a result, references to the Company generally refer to the Bank
unless the context indicates otherwise.

FISCAL 2003 HIGHLIGHTS

On September 18, 2002, the Bank began operations in its newly constructed de novo branch located in the Hollywood
Plaza in Steubenville, Ohio. This full service branch is staffed by nine full time employees. The cost of the facility
totaled approximately $850,000 and was paid for with cash from current operations.

At the close of business, February 7, 2003, the Company completed a branch purchase and deposit assumption of the two
Steubenville, Ohio branches of The Second National Bank of Warren, Ohio. The assumption included approximately $88
million in deposits, $85,000 in loans and real and personal property with a value of approximately $370,000. The
Company paid a premium on the deposits of approximately $5.9 million. One of the two branch offices acquired was
closed on June 30, 2003 due to the acquired branch’s close proximity (approximately 1.1. miles) to the de novo branch
opened in Steubenville in September 2002. Following the closure, the Bank operates seven full service facilities.

Asset and Liability Management

The Company’s net interest income is sensitive to changes in interest rates, as the rates paid on interest-bearing
liabilities generally change faster than the rates earned on interest-earning assets. As a result, net interest income will
frequently decline in periods of rising interest rates and increase in periods of decreasing interest rates.

To mitigate the impact of changing interest rates on net interest income, the Company manages interest rate sensitivity
and asset/liability products through an asset/liability management committee (the “Committee”). The Committee meets
as necessary to determine the rates of interest for loans and deposits. Rates on deposits are primarily based on the
Company’s need for funds and on a review of rates offered by other financial institutions in the Company’s market area.
Interest rates on loans are primarily based on the interest rates offered by other financial institutions in the Company’s
market area, as well as, the Company’s cost of funds.

The Committee manages the imbalance between its interest-earning assets and interest-bearing liabilities through the
determination and adjustment of asset/liability composition and pricing strategies. The Committee then monitors the
impact of the interest rate risk and earnings consequences of such strategies for consistency with the Company’s liquidity
needs, growth and capital adequacy. The Committee’s principal strategy is to reduce the interest rate sensitivity of
interest-earning assets and attempt to match the maturities of interest-earning assets with interest-bearing liabilities, while
allowing for a mismatch in an attempt to increase net interest income.

In an effort to reduce interest rate risk and protect itself from the negative effects of rapid or prolonged changes in
interest rates, the Company has also instituted certain asset and liability management measures, including underwriting
long-term fixed rate loans that are saleable in the secondary market, offering longer term deposit products and
diversifying the loan portfolio into shorter term consumer and commercial business loans. In addition, the Company
originates one year, three-year and five year adjustable rate mortgage loans.

n\l




Net Portfolic Value

The Company computes amounts by which the net present value of cash flow assets, liabilities and off balance sheet
items (“NPV”) would change in the event of a range of assumed changes in market interest rates. The computations
estimate the effect on the Company’s NPV from instantaneous and permanent 1% to 3% (100 to 300 basis points)
increases or decreases in market interest rates.

Based upon the Office of Thrift Supervision assumptions, the following table presents the Company’s NPV at June 30,
2003.

Changes in rates NPV Ratio (1) Change(2)
+300 bp 6.21 % (199) bp
+200 bp 7.30 (90) bp
+100 bp 8.00 (20) bp

0bp 8.20
-100 bp 7.70 (50) bp
-200 bp 7.14 (106) bp
-300 bp 6.92 (128) bp

(1) Calculated as the estimated NPV divided by present value of total assets.
(2) Calculated as the excess (deficiency) of the NPV ratio assuming the indicated change in interest rates over the

estimated NPV ratio assuming no change in interest rates.

Computations of prospective effects of hypothetical interest rate changes are based on numerous assumptions,
including relative levels of market interest rates, prepayments, and deposit run-offs, and should not be relied upon as
indicative of actual results. Certain shortcomings are inherent in such computations. Although certain assets and
liabilities may have similar maturity or periods of repricing they may react at different times and in different degrees to
changes in market interest rates.. The interest rates on certain types of assets and liabilities may fluctuate in advance of
changes in market interest rates, while rates on other types of assets and liabilities may lag behind changes in market
interest rates. Certain assets, such as adjustable rate mortgages, generally have features, which restrict changes in
interest rates on a short-term basis and over the life of the asset. In the event of a change in interest rates, prepayments
and early withdrawal levels could deviate significantly from those assumed in making calculations set forth above.
Additionally, an increased credit risk may result as the ability of many borrowers to service their debt may decrease in

the event of an interest rate increase.
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Rate/Volume Analysis

The table below sets forth certain information regarding changes in interest income and interest expense of the Company for the
periods indicated. For each category of interest-earning assets and interest-bearing liabilities, information is provided on changes
attributable to (i ) changes in volume (changes in average volume multiplied by old rate) and (ii ) changes in rate (changes in rate
multiplied by old average volume). Changes, which are not solely attributable to rate or volume, are allocated to changes in rate due
to rate sensitivity of interest-earning assets and interest-bearing liabilities.

Year Ended June 30,
2003 vs 2002
Increase (Decrease)
Due to
Volume Rate Net
(Dollars in Thousands)

Interest Income:

Loans receivable (1) $ 2,812 $ (1,674) $ 1,138
Investment securities (2) 835 (583) 252
Mortgage-backed securities 394 (310) 84

Total interest-earning assets 4,041 (2,567) 1,474

Interest Expense:
Interest-bearing demand

Deposits 331 (322) 9
Certificates of Deposit 1,570 (1,537) 33
Savings Deposits . 299 (420) (121)
FHLB borrowings 66 (67) (D
Other borrowings 178 - 178

Total interest-bearing liabilities 2,444 (2,346) 98
Net change in interest income $1,597 $221) $1,376

(1) Average balances are net of deferred loan fees and include non-accrual loans.

(2) Includes interest-bearing deposits , taxable and nontaxable investments and FHLB stock.

Comparison of Financial Condition

The Company’s total assets increased by approximately $107,596,000 to $321,900,591 at June 30, 2003, from $214,304,941 at June
30, 2002. The increase is primarily due to the February 7, 2003, deposit assumption and branch purchase of the Steubenviile, Ohio
branch offices of The Second National Bank of Warren, Ohio (“the Assumption and Purchase”). The deposit assumption totaled
$88,260,000, which was comprised of $37,312,000 in core savings and checking products and $50,948,000 in certificates of deposit.
Net loans, investment securities and mortgage-backed securities increased $57,094,000, $13,482,000 and $18,435,000,, respectively
from June 30, 2002 to June 2003. The net increases in loans, investment securities, and mortgage-backed securities were funded by
the increase in deposits, primarily as a result of the Assumption and Purchase, and by the issuance of $7,200,000 of Capital Trust
Securities by Advance Statutory Trust I, a wholly owned subsidiary of the Company.

Investment securities increased $13,482,000 to $26,481,176 at June 30, 2003 from $12,999,362 at June 30, 2002. The increase is due
in part to the purchase of five municipal securities totaling $3,100,000 with a weighted average tax equivalent yield of 6.43% and an
average maturity of 15 years with call provisions ranging from 7 to 10 years. The increase is also due in part to an increase in callable
agency securities of $10,500,000. During the year ended June 30, 2003, the Company had all of their agency securities ($10.5
million) called. These investments were replaced by similar agency securities in terms of amounts and maturities. The weighted
average yield on the securities called was 3.61% while the average yield on the investments replacing these securities was 2.76%. The
decrease in yield is due to the decreasing interest rate environment prevalent during the fiscal period.




Mortgage-backed securities increased $18,435,000 to $27,622,430 at June 30, 2003 from $9,187,872 at June 30, 2002. The increase is
due to the purchase of securities totaling $24,400,000. These securities have an average yield of 4.78% and average lives ranging
from 2.0 to 5.25 years. The purchase of these securities was offset by accelerated prepayments of higher yielding securities of
$5,965,000 due to the decreasing interest rate environment prevalent during fiscal 2003.

Loans held for sale increased $5,109,000 to $5,687,708 at June 30, 2003 from $578,647 at June 30, 2002. The increase is primarily
due to the increase in mortgage production as a result of mortgage refinancing in response to the decreasing interest rate environment
prevalent during the fiscal period. The increase at June 30, 2003 is due to management’s change in strategy used during much of the
fiscal year to retain interest-earning assets as a result of the Assumption and Purchase. At June 30, 2003, management has indicated
that they have made near 100% utilization of the funds received in the Assumption and Purchase, as a result, the Company, at this
point in time, intends to resume selling all new fixed rate long-term 1-4 family mortgages in order to mitigate the effects of interest
rate risk.

Loans receivable, net increased $57,094,000 to $229,239,547 at June 30, 2003 from $172,145,867 at June 30, 2002. The increase in
net loans consists primarily of 1-4 family mortgages, construction loans, land development loans, indirect automobile loans and
automobile dealer floor plan loans which increased $34,444,000, $5,736,000, $1,135,000, $12,342,000 and 1,181,000, respectively.
The increase in 1-4 family mortgages was concentrated in the period following the agreement for the Assumption and Purchase. A
total of 96% of the increase, or $33,236,000, came during the period October 2002 to May 2003. The increase over this period is due
to a change in management strategy to increase the Company’s interest-earning assets as a result of the Assumption and Purchase.
The majority of these 1-4 family mortgage loans would have been sold in periods prior to this change in strategy. As indicated above
in the discussion of Loans held for sale, the Company has currently reverted its strategy back to selling all 1-4 family fixed rate
mortgage loans.

The increase in indirect automobile loans includes approximately $8,600,000 for the three-month period April 2003 to June 2003. The
increase over this period is due primarily to the Company’s development of an Indirect Lending department to market our existing
automobile floor plan customers, as well as, other potential customers in our new market areas.

Office properties and equipment, net increased $1,167,000 to $5,069,073 at June 30, 2003 from $3,901,592 at June 30, 2002. The
increase is primarily the result of two projects. The first is the construction and furnishing of the Bank’s de novo branch facility at the
Hollywood Plaza in Steubenville, Ohio which opened for business on September 18, 2002 with a total cost of approximately
$850,000. The second is the market value assessment for $370,000 for the purchased fixed assets from the Assumption and Purchase.

Goodwill and Other Intangibles, net increased $4.7 million and $1.7 million, respectively at June 30, 2003 from $0 at June 30, 2002.
The increases are the result of the calculated premium paid to as a result of the Assumption and Purchase. The other intangibles, net
represents the Core Deposit Intangible from the business combination. The value was derived from an independent core study
performed after the acquisition. This intangible is being amortized over an estimated ten (10) calendar years.

Other assets increased $691,000 to $2,193,526 at June 30, 2003 from $1,502,749 at June 30, 2002. The increase is due to increases in
an intangible asset created from the origination costs of the Capital Trust Securities issued by Advance Statutory Trust 1, the increase
in prepaid dealer reserves paid for indirect loans, the increase in mortgage loan servicing rights and the increase in OREO assets of
$201,000, $278,000, 69,000 and $157,000, respectively. Each of these increases are the result of operations dictated by the current
interest rate environment and local economic conditions, therefore, any change in future business activity could increase or decrease
these balances accordingly.

Deposits increased $97,770,000 to $272,828,932 at June 30, 2003 from $175,058,743 at June 30, 2002. The increase includes
$88,260,000 from the Assumption and Purchase as discussed above. Net of these assumed deposits, regular deposits have increased
$9,510,000 for the year ended June 30, 2003. This increase in regular deposits of $9,510,000 is net of a loss of $6,493,000 in deposits
from the Assumption and Purchase. This decrease in assumed deposits is comprised primarily of high cost money market accounts
and high cost certificate specials of $4,025,000 and $3,161,000, respectively.

The gross change in deposits, after considering the decrease of assumed deposits, is estimated at $16,003,000
($9,510,000+%6,493,000). This change includes an increase of approximately $7,885,000 in core savings and NOW accounts and
$7,769,000 in certificates of deposit. The increase in core savings and NOW accounts is consistent with the Company’s deposit
growth strategy over the fiscal year by developing account relationships with existing customers as opposed to offering certificate
specials to create growth from noncustomers. The certificate of deposit growth is primarily in long term (5 and 7 year) IRA accounts.
Due to volatility in the equity markets, the Company has seen a tremendous growth in IRA accounts with retirement-age customers
seeking the safety and stability of the longer- term bank deposit products over equity accounts.
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On December 19, 2002, the Company participated in a pooled trust preferred offering for $7,200,000. The rate on the Capital Trust
Securities is at 3-month LIBOR plus 3.25% adjusted quarterly, the beginning rate was 4.66%. On March 26, 2003, the effective rate of
the securities was lowered to 4.54% and on June 26, 2003, the effective rate was lowered to 4.26% unti! September 26, 2003. The
securities are written with a 30 year maturity and a five year call provision.

Stockholders’ equity increased approximately $1,864,000 to $20,087,953 at June 30, 2003 from $18,223,746 at June 30, 2002. This
increase was the result of net income of $1,884,000 for the period, the recognition of shares in the Employee Stock Ownership Plan
and Restricted Stock Plan of $183,000 and an increase in the net unrealized gain on securities of $250,000. These increases were
offset by the payment of cash dividends of $453,000.

Comparison of the Results of Operations for the Years Ended June 30, 2003 and 2002

Net Interest Income. The Company’s net interest income increased $1,375,000, or 21.28%, to $7,837,000 for the year ended
June 30, 2003 from $6,462,000 for 2002. The increase in net interest income resulted primarily from an increase in the average
volume of the underlying principle balances in interest earning assets and liabilities. The net interest spread decreased to 2.93% for
the period ended June 30, 2003 from 3.07% for 2002. The average yield on interest earning assets decreased 123 basis points to
6.05% for fiscal 2003 from 7.28% for 2002. The average cost of funds decreased 109 basis points to 3.12% for the year ended June
30, 2003 from 4.21% for 2002. See Average Balance Sheet Table included herein for additional detail.

Interest and Dividend Income. Total interest and dividend income increased $1,474,000, or 10.82%, to $15,097,000 for the
year ended June 30, 2003 from $13,623,000 for 2002. The increase was primarily due to an increase in earnings on loans of
$1,138,000 as the average principle balance increased $36,176,000 to $193,733,000 for fiscal 2003 from $157,557,000 for fiscal 2002.
Interest and dividend income on investments, mortgaged-backed securities, and interest bearing deposits with other financial
institutions increase approximately $336,000 as the average principle balances increased $26,025,000 to $55,680,000 for fiscal 2003
from $29,655,000 for fiscal 2002 . See Average Balance Sheet Table included herein for additional detail.

Interest Expense. Total interest expense increased $99,000 or 1.38% to $7,259,000 for the year ended June 30, 2003 compared
to $7,160,000 for the same period ended 2002. The increase was primarily due to an increase in interest paid on Other Borrowings of
$178,000 due to the Company’s issuance of the pooled trust preferred securities on December 19, 2002. This increase was offset by a
decrease in interest paid on deposits of $78,000 as the average cost of deposits decreased 115 basis points to 2.84% for the year ended
June 30, 2003 from 3.99% for 2002 as the average balance of deposits increased $58,269,000 for 2003 as compared to 2002. See
Average Balance Sheet included herein for additional detail.

Provision for Loan Losses. For the year ended June 30, 2003, the provision for loan losses was $399,000 as compared to
$245,000 for 2002 . The increase in the provision for loan losses for the year ended June 30, 2003 was precipitated by higher net
charge-offs, as well as, higher concentrations of risk enhanced loan products.

In determining the adequacy of the allowance for loan losses, management reviews and evaluates on a quarterly basis the potential
risk in the loan portfolio. This evaluation process is documented by management and approved by the Company’s Board of Directors.
The evaluation is performed by senior members of management with years of lending and review experience. Management evaluates
homogenous consumer-oriented loans, such as 1-4 family mortgage loans and retail consumer loans, based upon all or a combination
of delinquencies, loan concentrations and charge-off experience. Management supplements this analysis by reviewing the local
economy, political trends effecting local industry and business development and other known factors which may impact future credit
losses. Nonhomogenous loans, generally defined as commercial business and real estate loans, are selected by management to be
reviewed on a quarterly bases upon the combination of delinquencies, concentrations and other known factors that may effect the local
economy and more specifically the individual businesses. During this evaluation, the individual loans are evaluated quarterly by
senior members of management for impairment as prescribed under SFAS No. 114, “Accounting by Creditors for Impairment of a
loan”. Impairment losses are assumed when, based upon current information, it is probable that the Company will be unable to collect
all amounts due according to the contractual terms of the loan agreement. Impairment is measured by a loan’s observable market
value, fair value of the collateral or the present value of future cash flows discounted at the loan’s effective interest rate. This data on
impairment is combined with the other data used for homogenous loans and is used by the classified asset committee in determining
the adequacy of the allowance for loan losses.

The allowance for loan losses is maintained at a level that represents management’s best estimates of losses in the loan portfolio at
the balance sheet date. However, there can be no assurance that the allowance for loan losses will be adequate to cover losses which
may be realized in the future and that additional provision for loan losses will not be required.




Noninterest Income. Noninterest income increased $282,000, or 22.27%, to $1,550,000 for the year ended June 30, 2003
compared to $1,268,000 for 2002. For the year ended June 30, 2003, gains on sales of fixed rate mortgages increased $117,000 due
the Bank’s customer demand for fixed rate 1-4 family mortgages. This increase in gains was offset by a decrease in income from loan
servicing of $43,000 due to the refinancing nature of the fixed rate 1-4 family mortgage market prevalent during fiscal 2003. The
gains on the sale of loans and the income from servicing sold loans for the year ended June 30, 2003, are not necessary indicative of
anticipated trends for future periods. Fees on deposit accounts, consumer card income and ATM fee income increased by $133,000,
$14,000 and $25,000, respectively due to an increase in core customers and related consumer activity. Rent from property owned
increased $15,000 due to the increased OREOQ activity in comparison to the period ended June 30, 2002,

Noninterest Expense. Noninterest expense increased $1,116,000 or 22.41%, to $6,095,000 for the year ended June 30, 2003
from $4,979,000 for 2002. Compensation and benefits increased $421,000 for the period ended June 30, 2003 primarily as the result
of the hiring of twenty-four additional employees as a result of adding the branches created by the Assumption and Purchase and the
de novo opening of the Steubenville, Ohio branch, in addition to a cost of living increase for other full-time employees. Occupancy
and equipment, professional fees, and advertising expenses have increased by $285,000 primarily due to the operation of the new
branches discussed above. Data processing expenses have increased $135,000 due to the increased customer activity related to the
new branches discussed above, and costs associated with offering internet banking. Other expenses have increased $275,000 for the
year ended June 30, 2003 primarily as a result of the operating the new branches, as well as, an increase of $75,000 in amortization
expense of the Core Deposit Intangible and an increase of $39,000 in expenses associated with repossessed property.

Liquidity and Capital Resources. Liquidity represents our ability to meet normal cash flow requirements of our customers
for funding of loans and repayment of deposits. Both short term and long term liquidity needs are generally derived from the
repayments and maturities of loans and investment securities, and the receipt of deposits. Management monitors liquidity daily, and
on a quarterly basis incorporates liquidity management into its asset/liability program. The assets defined as liquid are: cash and cash
equivalents and available for sale securities. The Company also has a borrowing limit with the FHLB of approximately $145,000,000
of which $20,000,000 is currently outstanding. The availability of these funds is also incorporated into the Company’s liquidity
management.

Net cash used in operating activities increased $5,154,000 to $2,640,554 for the year ended June 30, 2003 compared to $2,513,261
cash provided by operations for 2002. This increase was primarily the result of an increase in fixed rate mortgage loans held for sale
but not yet sold of $5,109,000. These loans were subsequently sold in July 2003.

Net cash used for investing activities for the year ended June 30, 2003 decreased $3,882,000 to $9,419,322 from $13,301,426 for
2002. This decrease is primarily the net result of the funds provided by the Assumption and Purchase and subsequent funding of loans
and investment purchases over the period following the business combination.

Net cash provided by financing activities for the year ended June 30, 2003 increased $2,354,000 to $16,359,757 from $14,005,427
for 2002. The increase is primarily a result of the issuance of $7,200,000 in Capital Trust Securities. This increase is primarily offset
by the decrease in new deposits of $10,790,000.

Liquidity may be adversely affected by unexpected deposit outflows, excessive interest rates paid by competitors, adverse publicity
relating to the savings and loan industry and similar matters. Management monitors projected liquidity needs and determines the level
desirable based in part on the Company’s commitments to make loans and management’s assessment of the Bank’s ability to generate
funds.
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Certified Public Accountants and Consultants

Report of Independent Auditors

Board of Directors and Stockholders
Advance Financial Bancorp

We have audited the accompanying consolidated balance sheet of Advance Financial Bancorp and subsidiary as
of June 30, 2003 and 2002, and the related consolidated statements of income, stockholders’ equity, and cash
flows for the years then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as, evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Advance Financial Bancorp and subsidiary as of June 30, 2003 and 2002, and the results of
their operations and their cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

Steubenville, Ohio
August 18, 2003




ADVANCE FINANCIAL BANCORP
CONSOLIDATED BALANCE SHEET

June 30,
2003 2002
ASSETS
Cash and cash equivalents:
Cash and amounts due from banks $ 2,906,568 $ 1,775,051
Interest-bearing deposits with other institutions 13,163,753 _ 9995389
Total cash and cash equivalents 16,070,321 11,770,440
Investment securities:
Securities held to maturity (fair value of $15,298,606
and $0) 15,086,475 -
Securities available for sale 11,394,701 12.999.362
Total investment securities 26.481.176 12,999,362
Mortgage-backed securities:
Securities held to maturity (fair value of $18,751,018
and $1,449,641) 18,642,532 1,396,306
Securities available for sale 8,979,898 7.791,566
Total mortgage-backed securities 27.622.430 9.187.872
Loans held for sale 5,687,708 578,647
Loans receivable (net of allowance for loan losses of
$1,095,822 and $969,088) 229,239,547 172,145,867
Premises and equipment, net 5,069,073 3,901,592
Federal Home Loan Bank stock, at cost 1,679,400 1,058,100
Accrued interest receivable 1,447,525 1,160,312
Goodwill 4,700,472 -
Other intangibles, net 1,709,413 -
Other assets 2,193,526 1,502,749
TOTAL ASSETS $321,900,591 $214.304,941
LIABILITIES
Deposits $272,828,932 $175,058,743
Advances from Federal Home Loan Bank 20,000,000 20,000,000
Other Borrowings 7,200,000 -
Advance payments by borrowers for taxes and insurance 507,049 404,220
Accrued interest payable and other liabilities 1,276,657 618.232

TOTAL LIABILITIES

STOCKHOLDERS’ EQUITY
Preferred stock, $.10 par value; authorized 500,000 shares; none issued
Common stock, $.10 par value, 2,000,000 shares anthorized;
1,084,450 shares issued at June 30, 2003 and 2002
Additional paid in capital
Retained earnings — substantially restricted
Unallocated shares held by Employee Stock Ownership Plan (ESOP)
Unallocated shares held by Restricted Stock Plan (RSP)
Treasury stock (152,165 shares at cost)
Accumulated other comprehensive income
TOTAL STOCKHOLDERS’ EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

See accompanying notes to the consolidated financial statements.

301.812,638

108,445
10,467,559
11,705,306

(250,634)
(206,756)
(2,233,265)

497,298

20.087.953

$321,900,591

_196,081,195

108,445
10,380,430
10,274,004

(337,394)
(215,775)
(2,233,265)

247,301

_18.223.746

$214,304.941




ADVANCE FINANCIAL BANCORP
CONSOLIDATED STATEMENT OF INCOME

INTEREST AND DIVIDEND INCOME

Loans

Investment securities- taxable

Investment securities- non-taxable
Interest-bearing deposits with other institutions
Mortgage-backed securities

Federal Home Loan Bank stock

Total interest and dividend income

INTEREST EXPENSE

Deposits

Advances from Federal Home Loan Bank
Other Borrowings

Total interest expense

NET INTEREST INCOME

Provision for loan losses

NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES

NONINTEREST INCOME
Service charges on deposit accounts
Income from loan servicing activity
Gain on sale of loans
Other income

Total noninterest income

NONINTEREST EXPENSE
Compensation and employee benefits
Occupancy and equipment
Professional fees
Advertising
Data processing
Amortization of intangible asset
Other operating expenses

Total noninterest expense

Income before income taxes

Income taxes

Income before extraordinary item
Extraordinary item- Excess over cost on net assets acquired in merger

NET INCOME

EARNINGS PER SHARE - INCOME BEFORE EXTRAORDINARY ITEM

Basic
Diluted

EARNINGS PER SHARE — NET INCOME

Basic
Diluted

See accompanying notes to the consolidated financial statements.

Year Ended June 30,
_ 2003 2002
$13,346,912 $12,208,847
387,804 320,195
385,505 307,950
269,692 144,990
666,336 582,365
40,886 58,432
15,097,135 13,622,779
5,918,577 5,996,723
1,162,662 1,163,855
178,196 -
7,259,435 7,160,578
7,837,700 6,462,201
398,700 245,430
7.439.000 6,216,771
665,055 532,301
161,765 204,426
376,989 260,050
346411 271,103
1,550,220 1,267.880
2,757,312 2,336,380
1,093,434 862,705
143,430 125,434
162,457 126,299
437,884 302,433
74,322 -
1,426,721 1,226.093
6.095.560 4,979,344
2,893,660 2,505,307
1.009.197 832.991
1,884,463 1,672,316
- 201,206
$ 1,884,463 $ 1,873,522
$ 21 $
$ 210 $
$ 21 $ 212
$ 210 $ 212
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ADVANCE FINANCIAL BANCORP

CONSOLIDATED STATEMENT OF CASH FLOWS

OPERATING ACTIVITIES

Net income

Adjustments to reconcile net income to net cash provided by

operating activities:
Depreciation, amortization and accretion, net
Provision for loan losses
Extraordinary gain on net assets acquired in merger
Gain on sale of loans
Origination of loans held for sale
Proceeds from the sale of loans
Increase in accrued interest receivable
(Decrease) increase in accrued interest payable
Other, net

Net cash (used in) provided by operating activities

INVESTING ACTIVITIES
Investment securities held to maturity:
Purchases
Maturities and repayments
Investment securities available for sale:
Purchases
Maturities and repayments
Mortgage-backed securities held to maturity:
Purchases
Maturities and repayments
Mortgage-backed securities available for sale:
Purchases
Maturities and repayments
Purchases of Federal Home Loan Bank Stock
Redemption of Federal Home Loan Bank Stock
Net increase in loans
Purchases of premises and equipment
Branch Acquisition:
Loans purchased
Purchase of premises and equipment
Premium paid on deposits
Deposits assumed
Other, net

Net cash used in investing activities
FINANCING ACTIVITIES
Net increase in deposits
Increase in long term borrowings
Net change in advances for taxes and insurance
Net cash purchase of OSFS stock
Cash dividends paid
Net cash provided by financing activities
Increase in cash and cash equivalents
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF YEAR

See accompanying notes to the consolidated financial statements

Year Ended June 30,
2003 _2002
$ 1,884,463 $ 1,873,522
484,611 526,615
398,700 245,430
- (201,206)
(376,989) (260,050)
(33,279,462) (22,263,762)
28,547,390 22,385,116
(287,213) (143,288)
(622) 11,093
. (11.432) 339.791
(2.640.554) 2,513,261
(18,587,601) -
3,500,000 750,000
(5,507,886) (3,268,931)
7,536,997 4,507,061
(19,142,043) -
1,856,087 525,399
(5,756,301) (2,512,706)
4,494,423 3,216,138
(621,300) (173,100)
- 635,900
(57,565,028) (16,481,398)
(1,322,534) (499,789)
(85,347) -
(440,592) -
(5,853,373) -
88,260,100 -
(184.924) -
(9.419,322) (13.301.426)
9,510,089 20,300,060
7,200,000 -
102,829 152,531
- (6,041,007)
(453.161) (406.157)
16,359,757 14,005,427
4,299,881 3,217,262
11,770,440 8.553.178
$16,070,321 11,7704
19
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ADVANCE FINANCIAL BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of significant accounting and reporting policies applied in the presentation of the accompanying
financial statements follows:

Nature of Operations and Basis of Presentation

Advance Financial Bancorp (the “Company™) is the holding company of Advance Financial Savings Bank, (the
“Bank”). The Bank and its wholly-owned service corporation subsidiary, Advance Financial Service
Corporation of West Virginia are wholly-owned subsidiaries of the Company. The Company and its subsidiaries
derive substantially all their income from banking and bank-related services which include interest earnings on
residential real estate, commercial real estate, and consumer loan financing, as well as interest earnings on
investment securities, interest-bearing deposits with other financial institutions, and charges for deposit services
to its customers. The Bank is a federally chartered stock savings bank located in Wellsburg, WV. The Company
and the Bank are subject to regulation and supervision by the Office of Thrift Supervision.

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary,
the Bank, and its wholly-owned subsidiary, Advance Financial Service Corporation of West Virginia. All
material intercompany balances and transactions have been eliminated in consolidation. The Company’s fiscal
year end for financial reporting is June 30. For regulatory and income tax reporting purposes, the Company
reports on a December 31 calendar year basis.

The consolidated financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America. In preparing the consolidated financial statements, management is
required to make estimates and assumptions that affect the reported amounts of assets and liabilities as of the
date of the balance sheet and revenues and expenses for the period. Actual results could differ significantly
from those estimates. The major accounting policies and practices are summarized below.

Investment Securities Including Mortgage-Backed Securities

Debt and Equity securities consist of mortgage-backed securities, U.S. Government and federal agency
obligations, obligations of state and local governments and, money funds. Securities are classified, at the time
of purchase based upon management’s intention and ability, as available for sale or held to maturity. The
company does not hold any securities as trading. Securities classified as held to maturity are stated at cost and
adjusted for amortization of premium and accretion of discount, which are computed using a level yield method
and are recognized as adjustments of interest income. Securities classified as available for sale are carried at
estimated fair value with unrealized holding gains and losses reflected as a separate component of shareholders’
equity. Realized gains and losses on the sale of debt and equity securities are computed using the specific
identification method. Interest and dividends on investment securities are recognized as income when earned.

Common stock of the Federal Home Loan Bank (the “FHLB”) represents ownership in an institution, which is

_ wholly-owned by other financial institutions. This equity security is accounted for at cost and reported

separately on the accompanying balance sheet.

Loans Held for Sale

Mortgage loans originated and held for sale in the secondary market are carried at the lower of cost or market
value determined on an aggregate basis. Net unrealized losses are recognized in a valuation allowance through
charges to income. Gains and losses on the sale of loans held for sale are determined using the specific
identification method. The company had $5,687,708 and $578,647 in loans held for sale at June 30, 2003 and
2002, respectively.




SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Mortgage Servicing Rights

Mortgage Servicing rights (“MSR”) are the rights to service mortgage loans for others and are acquired
primarily through loan sales. Capitalized MSR are reported in other assets. After the serviced residential
mortgage portfolio is stratified by interest rate, the fair value of the MSR is determined using the present value
of the estimated future cash flows, assuming a market discount and certain forecasted prepayment rates based
upon industry experience. MSR are amortized in proportion to, and over the period of, the estimated net
servicing income of the underlying financial assets. The assessment of the impairment on MSR is based on the
current fair value of those rights. Such impairment is recognized through a valuation allowance established
through a charge against gains on loan sales. Total income from servicing was $161,765 and $204,426 for the
periods ended June 30, 2003 and 2002, respectively.

Loans

Loans are stated at unpaid principal balances, less loans in process, net deferred loan fees, and the allowance for
loan losses. Interest on loans is credited to income as earned on an accrual basis. Loan origination and
commitment fees and certain direct loan origination costs are being deferred and the net amount amortized as an
adjustment of the related loan’s yield. The Company is amortizing these amounts over the contractual life of
the related loans using the interest method.

A loan is considered impaired when it is probable that the borrower will not repay the loan according to the
original contractual terms of the loan agreement. Management has determined that first mortgage loans on one-
to-four family properties and all consumer loans represent large groups of smaller-balance, homogeneous loans
that are to be collectively evaluated. Management considers an insignificant delay, which is defined as less than
90 days by the Company, will not cause a loan to be classified as impaired. A loan is not impaired during a
period of delay in payment if the Company expects to collect all amounts due including interest accrued at the
contractual interest rate during the period of delay. All loans identified as impaired are evaluated independently
by management. The Company estimates credit losses on impaired loans based on the present value of

expected cash flows or the fair value of the underlying collateral if the loan repayment is expected to come from -

the sale or operation of said collateral. Impaired loans or portions thereof, are charged-off when it is determined
that a realized loss has occurred. Until such time, an allowance for loan losses is maintained for estimated
losses. Cash receipts on impaired loans are applied first to accrued interest receivable, unless otherwise
required by the loan terms, except when an impaired loan is also a nonaccrual loan, in which case the portion of
the receipts related to interest is recognized as income.

Loans considered to be nonperforming include nonaccrual loans, accruing loans delinquent more than 90 days
and restructured loans. A loan, including an impaired loan, is classified as nonaccrual when collectability is in
doubt. When a loan is placed on nonaccrual status, unpaid interest is reversed and an allowance is established
by a charge to income equal to all accrued interest. Income is subsequently recognized only to the extent that
cash payments are received. Loans are returned to accrual status when, in management’s judgment, the
borrower has the ability and intent to make periodic principal and interest payments (this generally requires that
the loan be brought current in accordance with its original terms).

Allowance for Loan Losses

The Company maintains an allowance for loan losses adequate to absorb estimated probable losses inherent in
the loan portfolio. The allowance for loan losses consists of specific reserves for individual credits and general
reserves for types and portfolios of loans based upon historical loan loss experience, adjusted for concentrations
and the current economic environment. All outstanding loans, letters of credit and binding commitments to
provide financing are considered in evaluating the adequacy of the allowance for loan losses. Increases to the
allowance for loan losses are made by charges to the provision for loan losses. Loans deemed to be
uncollectible are charged against the allowance for loan losses. Recoveries of previously charged-off amounts
are credited to the allowance for loan losses.




1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Allowance for Loan Losses (Continued)

In determining the adequacy of the allowance for loan losses, management reviews and evaluates on a quarterly
basis the potential risk in the loan portfolio. This evaluation process is documented by management and
approved by the Company’s Board of Directors. It is performed by senior members of management with years
of lending and review experience. Management evaluates homogenous consumer-oriented loans, such as 1-4
family mortgage loans and retail consumer loans, based upon all or a combination of delinquencies, loan
concentrations and charge-off experience. Management supplements this analysis by reviewing the local
economy, political trends effecting local industry and business development and other known factors which
may impact future credit losses. Nonhomogenous loans, generally defined as commercial business and real
estate loans, are selected by management to be reviewed on a quarterly bases upon the combination of
delinquencies, concentrations and other known factors that may effect the local economy and more specifically
the individual businesses. During this evaluation, the individual loans are evaluated quarterly by senior
members of management for impairment as prescribed under SFAS No. 114, “Accounting by Creditors for
Impairment of a Loan”. Impairment losses are assumed when, based upon current information, it is probable
that the Company will be unable to collect all amounts due according to the contractual terms of the loan
agreement. Impairment is measured by a loan’s observable market value, fair value of the collateral or the
present value of future cash flows discounted at the loan’s effective interest rate.

This data on impairment is combined with the other data used for homogenous loans and is used by the
classified asset committee in determining the adequacy of the allowance for loan losses. Although management
believes it uses the best information available to determine the adequacy of the allowance for loan losses, future
adjustments to the allowance may be necessary and the results of operations could be significantly and
adversely affected if circumstances differ substantially from the assumptions used in making the determination.

Real Estate Acguired in Setftlement of Loans

Real estate acquired in settlement of loans are reported at the lower of cost or fair value at the acquisition date,
and subsequently at the lower of its new cost or fair value minus estimated selling costs. Costs represents the
unpaid loan balance at the acquisition date plus expenses, when appropriate, incurred to bring the property to a
salable condition. REQO assets are reviewed periodically by management and any subsequent decrease in the
estimated market value of the asset is taken as a loss on the income statement in the current period. Operating
expenses of such properties, net of related income and losses on their disposition, are expenses as incurred and
included in the “other expense” line item on the income statement in the current period.

Premises and Equipment

Land is carried at cost; buildings and equipment are stated at cost, less accumulated depreciation. The provision
for depreciation is computed primarily by the straight-line method based upon the estimated useful lives of the
assets in the following ranges:

Buildings 40 Years
Building Improvements and Fixtures 10-20 Years
Office Equipment and Furniture 3-10 Years

Expenditures for maintenance and repairs are charged against income as incurred. Costs of major additions and
improvements are capitalized.

Other Intangibles, net

Other intangibles, net include core deposit intangibles. The core deposit intangibles are being amortized over a
ten year life. The recoverability of the carrying value of intangible assets is evaluated on an ongoing basis, and
permanent declines in value, if any, are charged to expense.




1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Goodwill

Goodwill is the excess cost over the fair value of assets acquired in connection with a business acquisition. On
July 1, 2001, the Company adopted Statement of Financial Accounting Standards (“FAS™) No. 142, Goodwill
and Other Intangible Assets, which changed the accounting for goodwill from an amortization method to an
impairment-only approach. This statement calls for a two-step process for testing the impairment of goodwill
on at least an annual basis. This approach could cause more volatility in the Company’s reported net income
because impairment losses, if any, could occur irregularly and in varying amounts. The Company performed its
impairment analysis of goodwill and determined that the estimated fair value exceeded the carrying amount.

Income Taxes

Deferred tax assets and liabilities are reflected at currently enacted income tax rates applicable to the period in
which the deferred tax assets or liabilities are expected to be realized or settled. As changes in tax laws or rates
are enacted, deferred tax assets and liabilities are adjusted through the provision for income taxes. Deferred
income tax expenses or benefits are based on the changes in the deferred tax asset or liability from period to
period. The Company and its subsidiary file a consolidated income tax return.

Earnings per Share

The Company provides dual presentation of basic and diluted earnings per share. Basic earnings per share is
calculated by dividing net income available to common stockholders by the weighted-average number of
common shares outstanding during the period. Diluted earnings per share is calculated by dividing net income
available to common stockholders, adjusted for the effects of any dilutive securities, by the weighted-average
number of common shares outstanding, adjusted for the effects of any dilutive securities.

Comprehensive Income

The Company is required to present comprehensive income in a full set of general purpose financial statements
for all periods presented. Other comprehensive income is comprised exclusively of unrealized holding gains on
the available for sale securities portfolio. The Company has elected to report the effects of other comprehensive
income as part of the Statement of Changes in Stockholders’ Equity.

Cash Flow Information

The Company has defined cash and cash equivalents as cash on hand, amounts due from depository institutions,
and overnight deposits with the Federal Home Loan Bank and the Federal Reserve Bank.

Cash payments for interest for the fiscal years ended June 30, 2003 and 2002 were $7,258,813 and $7,156,302,
respectively. Cash payments for income taxes for the fiscal years ended June 30, 2003 and 2002 were
$1,038,195 and $985,537, respectively.

Stock Options

The Company maintains a stock option plan for the directors, officers, and employees. The stock options
typically have expiration terms of ten years subject to certain extensions and early terminations. The per share
exercise price of a stock option shall be, at a minimum, equal to the fair value of a share of common stock on
the date the option is granted. Because the exercise price of the Company’s stock options equals the market
price of the underlying stock on the date of the grant, no compensation expense is recognized in the Company’s
financial statements. Pro forma net income and earnings per share are presented to reflect the impact of the
stock option plan assuming compensation expense had been effected based on the fair value of the stock options
granted under this plan.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Stock Options (Continued)

The following table represents the effect on net income and earnings per share had the stock-based
employee compensation expense been recognized:

Year Ended
June 30
2003 2002

Net Income, as reported: $1,884,463 $1,873,522
Less pro forma expense related to stock options - (16.265)
Pro forma net income $1.884,463 $1.857,257
Basic net income per common share:

As reported § 211 § 212

Pro forma § 2.1 § 210
Diluted net income per common share:

As reported $ 210 $ 212

Pro forma § 210 § 210

For the purposes of computing pro forma results, the Company estimated fair values of stock options using the
Black-Scholes option-pricing model. The model requires the use of subjective assumptions that can materially
affect fair value estimates. Therefore, the pro forma results are estimates of results of operations as if
compensation expense had been recognized for the stock option plans. The fair value of each stock option
granted was estimated using the following weighted-average assumptions for grants in 2002: (1) expected
dividend yield of 2.71%, (2) risk-free interest rate of 1.68%, (3) expected volatility of 6% and (4) expected life
of 5 years. The Company issued no stock options that were exercisable during 20603.

Recent Accounting Pronouncements

In August 2001, the Financial Accounting Standards Board (“FASB”) issued FAS No. 143, Accounting for
Asset Retirement Obligations, which requires that the fair value of a liability be recognized when incurred for
the retirement of a long-lived asset and the value of the asset be increased by that amount. The statement also
requires that the liability be maintained at its present value in subsequent periods and outlines certain
disclosures for such obligations. The adoption of this statement, which was effective January 1, 2003, did not
have a material effect on the Company’s financial position or results of operations.

In April 2002, the FASB issued FAS No. 145, Recission of FASB Statement No.4, 44 and 64, Amendment of
FASB Statement No. 13, and Technical Corrections. FAS No. 145 rescinds FAS No.4, which required all gains
and losses from extinguishment of debt to be aggregated and, if material, classified as an extraordinary item, net
of related income tax effect. As a result, the criteria in Opinion 30 will now be used to classify those gains and
losses. This statement also amends FASB FAS No. 13 to require that certain lease modifications that have
economic effects similar to sale-leaseback transactions be accounted for in the same manner as sale-leaseback
transactions. This statement also makes technical corrections to existing pronouncements, which are not
substantive but in some cases may change accounting practice. FAS No. 145 is effective for transactions
occurring after May 15, 2002. The adoption of FAS No. 145 did not have a material effect on the Company's
financial position or results of operations.

In July 2002, the FASB issued FAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities,
which requires companies to recognize costs associated with exit or disposal activities when they are incurred
rather than at the date of a commitment to an exit or disposal plan. This statement replaces EITF Issue No. 94-3,
Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(Including Certain Costs Incurred in a Restructuring). The new statement will be effective for exit or disposal
activities initiated after December 31, 2002, the adoption of which did not have a material effect on the
Company's financial position or results of operations.




Recent Accounting Pronouncements (Continued)

On December 31, 2002, the FASB issued FAS No. 148, Accounting for Stock-Based Compensation — Transition
and Disclosure, which amends FAS No. 123, Accounting for Stock-Based Compensation. FAS No. 148 amends
the disclosure requirements of FAS No. 123 to require more prominent and more frequent disclosures in
financial statements about the effects of stock-based compensation. Under the provisions of FAS No. 123,
companies that adopted the preferable, fair value based method were required to apply that method
prospectively for new stock option awards. This contributed to a “ramp-up” effect on stock-based compensation
expense in the first few years following adoption, which caused concern for companies and investors because of
the lack of consistency in reported results. To address that concern, FAS No. 148 provides two additional
methods of transition that reflect an entity’s full complement of stock-based compensation expense immediately
upon adoption, thereby eliminating the ramp-up effect. FAS No. 148 also improves the clarity and prominence
of disclosures about the pro forma effects of using the fair value based method of accounting for stock-based
compensation for all companies—regardless of the accounting method used—by requiring that the data be
presented more prominently and in a more user-friendly format in the footnotes to the financial statements. In
addition, the statement improves the timeliness of those disclosures by requiring that this information be
included in interim as well as annual financial statements. The transition guidance and annual disclosure
provisions of FAS No. 148 are effective for fiscal years ending after December 15, 2002, with earlier
application permitted in certain circumstances. The interim disclosure provisions are effective for financial
reports containing financial statements for interim periods beginning after December 15, 2002.

In April, 2003, the FASB issued FAS No. 149, Amendment of Statement 133 on Derivative Instruments and
Hedging Activities. This statement amends and clarifies accounting for derivative instruments, including certain
derivative instruments embedded in other contracts, and for hedging activities under FAS No. 133. The
amendments set forth in FAS No. 149 improve financial reporting by requiring that contracts with comparable
characteristics be accounted for similarly. In particular, this statement clarifies under what circumstances a
contract with an initial net investment meets the characteristic of a derivative as discussed in FAS No. 133. In
addition, it clarifies when a derivative contains a financing component that warrants special reporting in the
statement of cash flows. FAS No. 149 amends certain other existing pronouncements. Those changes will result
in more consistent reporting of contracts that are derivatives in their entirety or that contain embedded
derivatives that warrant separate accounting. This statement is effective for contracts entered into or modified
after June 30, 2003, except as stated below and for hedging relationships designated after June 30, 2003. The
guidance should be applied prospectively. The provisions of this statement that relate to FAS No. 133
Implementation Issues that have been effective for fiscal quarters that began prior to June 15, 2003, should
continue to be applied in accordance with their respective effective dates. In addition, certain provisions relating
to forward purchases or sales of when-issued securities or other securities that do not yet exist, should be
applied to existing contracts as well as new contracts entered into after June 30, 2003. The adoption of this
statement has not and is not expected to have a material effect on the Company’s reported equity.

In May 2003, the FASB issued FAS No. 150, Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity. This statement establishes standards for how an issuer classifies
and measures certain financial instruments with characteristics of both liabilities and equity. It requires that an
issuer classify a financial instrument that is within its scope as a liability (or an asset in some circumstances).
Such instruments may have been previously classified as equity. This statement is effective for financial
instruments entered into or modified after May 31, 2003, and otherwise is effective at the beginning of the first
interim period beginning after June 15, 2003. The adoption of this statement has not and is not expected to have
a material effect on the Company’s reported equity.




Reecent Accounting Pronguncements (Continued)

In November, 2002, the FASB issued Interpretation No. 45, Guarantor’s Accounting and Disclosure
requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others. This interpretation
elaborates on the disclosures to be made by a guarantor in its interim and annual financial statements about its
obligations under certain guarantees that it has issued. This interpretation clarifies that a guarantor is required
to disclose (a) the nature of the guarantee, including the approximate term of the guarantee, how the guarantee
arose, and the events or circumstances that would require the guarantor to perforim under the guarantee; (b) the
maximum potential amount of future payments under the guarantee; (c) the carrying amount of the liability, if
any, for the guarantor's obligations under the guarantee; and (d) the nature and extent of any recourse provisions
or available collateral that would enable the guarantor to recover the amounts paid under the guarantee. This
interpretation also clarifies that a guarantor is required to recognize, at the inception of a guarantee, a liability
for the obligations it has undertaken in issuing the guarantee, including its ongoing obligation to stand ready to
perform over the term of the guarantee in the event that the specified triggering events or conditions occur. The
objective of the initial measurement of that liability is the fair value of the guarantee at its inception. The initial
recognition and initial measurement provisions of this interpretation are applicable on a prospective basis to
guarantees issued or modified after December 31, 2002, irrespective of the guarantor's fiscal year-end. The
disclosure requirements in this interpretation are effective for financial statements of interim or annual periods
ending after December 15, 2002. The adoption of this standard did not have a material effect on the Company’s
financial statements.

In January, 2003, the FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities, in an
effort to expand upon and strengthen existing accounting guidance that addresses when a company should
include in its financial statements the assets, liabilities and activities of another entity. The objective of
Interpretation 46 is not to restrict the use of variable interest entities but to improve financial reporting by
companies involved with variable interest entities. Until now, one company generally has included another
entity in its consolidated financial statements only if it controlled the entity through voting interests.
Interpretation 46 changes that by requiring a variable interest entity to be consolidated by a company if that
company is subject to a majority of the risk of loss from the variable interest entity’s activities or entitled to
receive a majority of the entity's residual returns or both. The consolidation requirements of Interpretation 46
apply immediately to variable interest entities created after January 31, 2003. The consolidation requirements
apply to older entities in the first fiscal year or interim period beginning after June 15, 2003. Certain of the
disclosure requirements apply in all financial statements issued after January 31, 2003, regardless of when the
variable interest entity was established. The adoption of this statement has not and is not expected to have a
material effect on the Company’s financial position or results of operations.

Reclassification of Comparative Amounts

Certain comparative account balances for the prior period have been reclassified to conform to the current
period classifications. Such reclassifications did not affect net income.

BUSINESS COMBINATIONS

Purchase of outstanding stock of Qhic State Financial Services

As of the close of business September 7, 2001, the Company acquired all of the outstanding stock of Chio State
Financial Services “OSFS”. The total cost of the acquisition by the Company was $7,861,147. The acquisition
was a cash purchase of all outstanding stock of OSFS and was accounted for under the purchase method of
accounting. The Consolidated Statement of Income for the year ended June 30, 2002, includes the results of
operations of the acquired institution from September 8, 2001.

OSFS was a bank holding company for the Bridgeport Savings and Loan, which had branch offices in
Bridgeport and Shadyside, Ohio. The merger was entered into to enhance the Company’s return on equity by
geographical diversification, more profitable deployment of excess capital and market area expansion.
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BUSINESS COMBINATIONS (Continued)

The following Condensed Balance Sheet reflects the amounts assigned to the major asset and liability captions
at the acquisition date:

ASSETS
Cash on hand and in banks $ 1,681,646
Investment securities 2,602,442
Mortgage-backed securities 355,526
Federal Home Loan Bank stock 445,900
Loans receivable, net of allowance for losses of $170,759 26,763,108
Other 695.754
Total Assets $32,544 376
LIABILEITIES
Deposits $24,348,551
Other 334,678
Total Liabilities 24,683,229
SHAREHOLDERS’ EQUITY 7.861,147
Total Liabilities and Shareholders’ equity $32,544,376

Branch acquisition from The Second National Bank of Warren

At the close of business, February 7, 2003, the Company completed a branch purchase and deposit assumption
of The Second National Bank of Warren, Ohio’s two Steubenville, Ohio branches. The assumption and
purchase had the following net classifications on the Company’s Balance Sheet as of the close of business
February 7, 2003:

ASSKETS
Cash on hand and in banks $ 403482
Interest-bearing deposits with other institutions 81,569,300
Loans, net 85,347
Office Properties and Equipment, net 368,650
Goodwill 4,700,472
Core Deposit Intangible 1,783,735
Total Assets $88.910,986
Liabilities
Deposits $88,665,696
Accrued interest payable 182,189
Accounts payable and other liabilities 63.101
Total Liabilities 88 6

The “Core Deposit Intangible” noted above is included on the Balance Sheet in the line item “Other Intangibles,
net”. The total amount of the intangible amortized for the year ended June 30, 2003 was $74,322. The
estimated life of the Core Deposit Intangible is 120 months.

On March 31, 2003, the Bank notified the Office of Thrift Supervision and the customers of the Market Street
branch of the Company’s intent to close that branch effective June 30, 2003. The Market Street location was
one of the two branches acquired from the Second National Bank of Warren as of February 7, 2003. The
closure was due to this branch’s close proximity (approximately 1.1 miles) to the de novo branch built on
Dunbar Avenue in Steubenville, Ohio and opened in September 2002.




EXTRAORDINARY ITEM

As a result of the merger with OSFS, the fair market value of the net assets acquired by the Company from
OSFS exceeded the amount paid by approximately $2,697,000. In accordance with SFAS 141, all non-current
and non-financial asset balances were reduced until the excess fair value was eliminated. The total non-current
and non-financial assets created as a result of the merger was $2,496,000, therefore, since this total was less
than the total excess fair value acquired, these asset balances were reduced to zero in accordance with SFAS
141. After eliminating these balances, approximately $201,000 ($2,697,000 less $2,496,000) in excess fair
value remained that could not be reduced. In accordance with APB Opinion No. 30, any excess that remains
after reducing to zero the amounts that otherwise would have been assigned to those assets, the remaining
excess shall be recognized as an extraordinary gain. The extraordinary gain shall be recognized in the period in
which the business combination is completed. The remaining portion of the excess, $201,206, was recognized
as an extraordinary gain for the period ended June 30, 2002.

EARNINGS PER SHARE

There were no convertible securities, which would affect the denominator in calculating basic and diluted
earnings per share; therefore, net income as presented on the Consolidated Statement of Income will be used as
the numerator. The following table sets forth the composition of the weighted-average common shares
(denominator) used in the basic and diluted earnings per share computation.

2003 2002
Weighted-average common shares outstanding 1,084,450 1,084,450
Average treasury stock shares (152,163) (152,165)
Average unearned ESOP and RSP shares (40.233) (47.873)
Weighted—average common shares and
common stock equivalents used to calculate basic EPS 892,052 884,412

Additional common stock equivalents (65,061 options granted,
none exercised) used to calculate diluted EPS 4.188 -
Weighted-average common shares and
common stock equivalents used to calculate
diluted EPS 896,240 - _884412

INVESTMENT SECURITIES

The amortized cost and estimated market value of investments are as follows:

2003
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Held-te-maturity
U.S. Government and Agency Obligations $11,998,214 $90,088 % - $12,088,302
Municipal Bond Obligations 3.088.261 122.043 - 3,210.304
Total held to maturity 15,086,475 212,131 - 15,298.606
Available-for-sale
U.S. Government and Agency Obligations 3,000,000 31,508 - 3,031,508
Municipal Bond Obligations 5,759,116 545,736 - 6,304,852
Corporate Bond Obligations 1,995,418 47,878 - 2,043,296
Money Fund Securities 15,392 - (347) 15,045
Total available for sale 10,769,926 625.122 (347) 11,394,701

Total Investment Securities $25,856,401 $837.253 5 (347 $26,693,307
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INVESTMENT SECURITIES (Continued)

Held-to-maturity
U.S. Government and Agency Obligations

Available-for-sale
U.S. Government and Agency Obligations
Municipal Bond Obligations
Corporate Bond Obligations
Time Deposits
Money Fund Securities
Total available for sale

Total Investment Securities

The weighted average interest rate on investment securities was 3.85% and 5.36% at June 30, 2003 and 2002,

respectively.

The amortized cost and estimated fair value of debt securities at June 30, 2003, by contractual maturity, are
shown below. Expected maturities will differ from contractual maturities because borrowers may have the right

2002
Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
8 $ - $ - h) -
4,800,000 67,954 - 4,867,954
5,757,115 167,267 - 5,924,382
1,989,035 25,981 (55,326) 1,959,690
230,141 - - 230,141
17,595 - (400) 17.195
12.793.886 261,202 (55,726) 12,999,362
12,7 $261,202 $(55726) $12,999.362

to call or repay obligations with or without call or repayment penalties.

One year or less
After one through five years
After five through ten years
After ten years

Total

Proceeds received on securities as a result of maturities and calls prior to maturity were $11,036,997 and
$4,507,061 for the years ended June 30, 2003 and 2002, respectively. There were no gains or losses on sales for

the years ended June 30, 2003 and 2002, respectively.

MORTGAGE-BACKED SECURITIES

Amortized Fair

Cost Value
$ 1,995,418 § 2,043,296
14,015,392 14,127,803
998,214 1,007,052
8.847.377 9,515,156
$25.856.401 $£26,693,307

The amortized cost and estimated market value of mortgage-backed securities are as follows:

Held-to-maturity
Government National Mortgage Association
Federal Home Loan Mortgage Corporation
Federal National Mortgage Association
Total held to maturity

Available-for-sale
Government National Mortgage Association
Federal Home Loan Mortgage Corporation
Federal National Mortgage Association
Total available for sale

Total mortgage backed securities

2003
Gross Gross

Amortized Unrealized  Unrealized Fair

Cost Gains Losses Value
$ 5,193,798 $ 44,823 $ - $ 5,238,621
9,669,740 28,705 - 9,698,445
3,778.994 34,958 - 3.813.952
18,642.532 108,486 - 18,751,018
5,835,216 113,113 (18,299) 5,930,030

259,153 12,665 - 271,818
2,754,986 23.064 - 2.778.050
8.849.355 148,842 (18.299) 8.979.898
27,491 $257328 $(18,299) 27,730.91
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Held-to-maturity
Government National Mortgage Association

Federal Home Loan Mortgage Corporation
Federal National Mortgage Association
Total held to maturity

Available-for-sale
Government National Mortgage Association
Federal Home Loan Mortgage Corporation
Federal National Mortgage Association
Total available for sale

Total mortgage backed securities

2002
Gross Gross
Amortized Unrealized  Unrealized Fair
Cost Gains Losses Value
$ 299,120 $ 16,564 $ - $ 315,684
160,369 12,707 - 173,076
936,817 24,064 - 960.881
1,396.306 53.335 - 1,449.641
5,634,980 136,007 - 5,770,987
654,598 20,815 - 675,413
1,.332.119 13,047 - 1,345,166
7.621.697 169.869 - 7.791,566
$9.018,003 $223.204 $ - $9.241,207

Mortgage-backed securities provide for periodic, generally monthly, payments of principal and interest and
have contractual maturities ranging from three to thirty years at June 30, 2003. However, due to expected
repayment terms being significantly less than the underlying mortgage loan pool contractual maturities, the
of June 30, 2003,
securities with a book value of $2,570,995 and a fair value of $2,629,418 are one-year adjustable types

estimated lives of these securities could be significantly shorter. As

currently paying a weighted average 3.759%.

mortgage-backed

The remaining instruments are all fixed rate types with a

weighted average yield of 5.00%. Certain instruments have been classified as available for sale based on
management’s evaluation of liquidity needs while optimizing return at the time of purchase.

There were no sales of mortgage-backed securities for either period ended June 30, 2003 or 2002.

7. LOANS RECEIVABLE

Loans receivable are comprised of the following at June 30:

Mortgage loans:
1 -4 family
Multi-family
Non-residential
Construction
Total mortgage loans

Consumer loans:
Home improvement
Automobile - Direct
Automobile - Indirect
Share loans
Other
Total consumer loans

Commercial loans
Less:
Loans in process

Net deferred loan fees
Allowance for loan losses

Total loans

2003 2002
$ 126,106,815 $ 91,663,132
8,227,328 6,864,328
39,099,195 36,146,829
10,074,633 4,338,936
183.507.971 139.013.225
900,060 943,384
8,761,516 7,377,763
22,140,818 9,798,701
1,914,628 1,589,842
2,687,302 2,613,243
36.404.324 22,322,933
17,383,993 14,824,483
6,844,741 2,966,039
116,178 79,647
1,095,822 969,088
8.056.741 4.014.774
229,239,547 $172,145,867




LOANS RECEIVABLE (Continued)

Single family mortgage loans serviced for Freddie Mac, which are not included in the Consolidated Balance
Sheet, totaled $42,152,677 and $35,009,670 at June 30, 2003 and 2002, respectively.

The Company is a party to financial instruments with off-balance-sheet risk in the normal course of business to
meet the financing needs of its customers. These financial instruments include commitments to extend credit.
These instruments involve, to varying degrees, elements of credit risk in excess of the amount recognized in the
statement of financial condition. The contract amounts of these instruments reflect the extent of involvement
the Company has in particular classes of financial instruments.

The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial
instrument for commitments to extend credit is represented by the contractual amount of those instruments. The
Company uses the same credit policies in making commitments and conditional obligations as it does for on-
balance-sheet instruments. No losses are anticipated by management as a result of these commitments.

The following represents financial instruments whose contract amounts represent credit risk at June 30:

2003 2002
Commitments to originate loans
Fixed rate $ 7,340,000 $ 1,149,575
Variable rate $ 1,921,900 $ 943,700
Loans in process $ 6,844,741 $ 2,966,039
Unused lines of credit $15,013,399 $10,506,511
Letters of credit $ 126,305 $ 94,305

The range of interest rates on fixed rate loan commitments was 4.75% to 6.75% at June 30, 2003.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Commitments generally expire within 30 days or have other termination
clauses and may require payment of a fee. Since many of the commitments are expected to expire without
being drawn upon, the total commitment amounts do not necessarily represent future cash requirements. The
Company evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral
obtained, if deemed necessary by the Company upon extension of credit, is based on management’s credit
evaluation of the counter party. Collateral held consists primarily of single-family residences and income-
producing commercial properties.

In the normal course of business, loans are extended to directors, executive officers and their associates. A
summary of loan activity for those directors, executive officers, and their associates with loan balances in
excess of $60,000 for the year ended June 30, 2003 is as follows:

Balance Amount Balance
2002 Additions Collected 2003
$1,573,204 $1,413,130 $1,511,381 $1,474,953

The Company’s primary business activity is with customers located within its local trade area. Residential,
consumer, and commercial loans are granted. The Company also selectively funds loan